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The curious task of economics is to demonstrate to men how little 
they really know about what they imagine they can design." 
Friedrich August von Hayek 
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Preamble 


Economic behavior is counter-intuitive. Indeed, the course 
of the economic events usually goes against the public common 
beliefs and applied logic. The starting point of this counter- 
intuitive reality is that the general public believes we are living in 
a competitive world when, in fact, economic development 
happens when cooperation sets in. 

Another set of counter-intuitive relationships is posed by 
the binomial made by power and economic development. The idea 
that governments must be held responsible for their people’s 
welfare has a very tiny adherence to reality. Politicians love to be 
seen as the ones holding the power, but they do not. Although 
politicians have a role in ensuring overall welfare, they are far 
from being the ones who hold the power to do it. Money, interests, 
institutions, and opportunistic behavior intertwine to deliver a 
given level of welfare, while the government is not holding the 
reins. The general public seldom is aware of this state of affairs 
and does not realize who really holds the power, how, and why. 

General welfare is the outcome of a multiplicity of economic 
agents working together. A huge and extensive network of 
suppliers exchanges the outcomes of their working efforts to 
deliver a wide variety of goods to the entire community. This 
interaction requires some sort of cooperation. Cooperation 
demands the acceptance of a given legal framework that enables 
market exchanges to happen. It is therefore plain that economic 
development requires the highest standards of cooperation. But, 
in the minds of the general public, we are still competing for the 
biggest slice of the cake. So, an important question to pose is: how 
do competitive and cooperative behaviors interact to deliver a 
given level of welfare to the community? This is a very objective 
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strand of analysis that leads to a deep understanding of this 
subject. 

Accepting that the way the economy works can be tricky 
becomes straightforward when we realize that humans behave 
opportunistically. Behaving opportunistically means that people’s 
decision-making process is designed to fulfill the individual’s 
needs. Empirically, we can easily perceive that innovation brings 
development. Simultaneously, we are accepting that brand new 
and creative products will be legitimately exploited by those who 
invented them to the benefit of the entire community. So, another 
important question to pose is: how can the community 
continuously ensure that humans’ opportunistic behavior is 
always channeled to produce such a positive result? 

These first two important questions are usually addressed 
through an ideological lens. The interaction between both 
competitive and cooperative efforts is always dealt along a 
political axis that extends between a pretense “social focused-left 
wing” and a so-called “economically efficient-right wing.” 
However, the community cannot enjoy overall welfare 
improvement by disregarding either social well-being or 
economic efficiency. They are both equally crucial, and none can 
seriously enjoy any kind of primacy. 

But Economics deals with the mysteries of human behavior 
when money is in the way. However, “making money” is not all it 
matters. If the community was producing nothing else but money, 
then the community could not enjoy the benefits of consuming 
any goods at all. The community usually takes for granted that 
money allows any person to enjoy a _ good life while 
misunderstanding the contribution of money to making it happen. 

The evolution of issues concerning money, such as 
corruption, inflation, interest rate fluctuation, savings 
compensation, credit availability, collateral, and public debt, is 
almost completely escaping the awareness of the ordinary citizen 
when it comes to understanding their effects on the production of 
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goods and services. Yet, these are crucial to overall welfare. And, 
despite counter-intuitive, the fact is that the community can 
actually gain active control over these events. 

Finally, the idea that markets should be freely abandoned to 
every economic agent’s will is just another misconception. Human 
interactions acquire efficiency when trust gains consistency. Trust 
consolidates when the behavior of one person matches another 
person’s expectations. Because human interactions require a 
given set of rules upon which people need to abide by, of either 
formal or informal grounds, the former mostly regarding the legal 
framework and the latter related to cultural standards, then we 
cannot pretend to set up efficient economic agent relationships 
letting chaos to manage these interactions. 

Who sets the rules of the game throughout the global 
economic field? What kind of behavior are the rules actively 
fostering? How are these rules and regulations truly working out? 
What is the contribution of these rules to the cause-consequence 
effects regarding the existence of any negative events such as 
economic crises, poverty increases, consistent underdevelopment, 
and the growing of the rich-poor inequality gap? 

This work aims at providing insights enabling an 
understanding of what constitutes the core of a successful 
economy. 
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Introduction 


The core of a successful economy lies in understanding 
opportunistic behavior. Increasing overall welfare requires 
adapting the community to provide all its members with the 
satisfaction of their needs. Each person’s behavior is focused on 
their own well-being. Hence, how choices are made and how 
actions are taken becomes consequential to the remaining 
community. Channeling these choices and actions into an overall 
integrated benefit is at the core of a successful economy. 

Opportunistic behavior has scope to be classified in two 
ways: positive and negative. This classification is quite objective. 
Negative opportunistic behavior occurs when someone acts to 
satisfy their own individual needs while being aware that he or 
she ends up worse off if every person in the community acts the 
same way. Stealing and bribery are examples of negative 
opportunistic behavior. Conversely, positive opportunistic 
behavior happens when someone acts to satisfy their own 
individual needs while being aware that he or she ends up better 
off if the entire community behaves the same way. Producing 
goods and avoiding polluting constitute examples of positive 
opportunistic behavior. Hence, understanding both the rules that 
foster positive opportunistic behavior and the rules that induce 
people to avoid negative opportunistic behavior is paramount. 

The importance of the institutional environment to set up 
the rules of the game cannot be ignored. It is worth outstanding 
that opportunism needs to be induced instead of commanded. It 
means that positive opportunism needs to be taken on free will. 
Negative opportunistic behavior needs to be voluntarily avoided. 
It also means that a successful economy lies at the rewards it 
provides to the entire community and has little to do with 
punishment. Because it simultaneously leads the economy to both 
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overall revenue increase and overall costs decrease, inducing this 
sort of economic agent behavior needs to be at the forefront of 
any government’s strategy to grant overall welfare. Yet, it depends 
on society’s will. Institutions go far beyond the government's 
range of action and are paramount. 

The public’s general belief is that economic development 
brings employment. By the same token, it persists a conviction 
that the only way to develop an economy is by inducing firms’ 
investment efforts. The investment is thought to be creating 
employment and enabling an increase in both aggregate demand 
and overall profits. This positive trend is giving rise to further 
investments that create additional jobs. Embedded in this 
dynamic, there seems to be nothing preventing overall welfare 
from continuously improving and a full-employment economy 
from being normalcy. This logical thought is grounded on the 
entrepreneur’s positive opportunistic behavior of pursuing 
profitable opportunities. Continuous investment leads to more 
products at lower prices at the same time that employment 
increases. Therefore, everyone will be living better for sure! 

The advocates of this over-simplistic view about how to 
build overall welfare have trouble explaining almost all of the 
main economic issues. It fails to answer some very important 
questions. Why is unemployment a reality even when the world 
economies are under a positive trend? How can inflation persist if 
new investment is consistently coming in, delivering new 
products at lower prices? If the investment is continuously 
increasing under this positive tone then why are ordinary people’s 
savings worth nothing anywhere despite the world’s GDP’ 


' Gross Domestic Product (GDP) is the total value of goods produced and 
services provided in an economy during one year. It is measured by 
multiplying the quantities of all goods and services by their prices and 
summing the total. Accordingly, it is restricted to the value of the 
transactions carried out in the economy and provides a measure of 
neither the quantities produced that have not been sold nor the 
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growth? If entrepreneurs’ investment leads to the existence of 
more firms, more employment, more products, and lower prices, 
then what explains economic inequality to be growing? 

These are economic questions that usually face political 
answers. Worldwide, the general public blames their governments 
for any economic disease. It is an intuitive reaction, but a wrong 
one. Counter-intuitively, as we shall see ahead, the government 
seldom is responsible for either positive or negative economic 
outcomes. Only society always is. 

The ordinary citizen usually believes that he or she does not 
have the power to make a change. But if the government is 
powerless to prevent economic crises and there is nothing an 
ordinary citizen really can do, then what is the society doomed to? 

The following chapters explain several counter-intuitive 
thoughts, namely: 

- Why is it desirable to have a zero-profit economy? 

- Why money in excess is an economic disease? 

- What is the link between public debt and a government’s 
fiscal policy? 

- Where is economic inequality stemming from? 

- How the two types of opportunistic behavior impact the 
regular functioning of an economy? 

- How can an economic crisis be triggered regardless of the 
government’s action? 

- Why are the markets usually out of balance? 

- How is economic development consistently kept on a 
positive trend? 

- What are the consequences of letting the economic agents 
acting freely without supervision? 

- And, why is economic development an ordinary citizen’s 
responsibility before it is a government’s burden? 


quantities produced, sold or not, that have not been consumed. 
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These are counter-intuitive and terrifyingly misunderstood 
aspects of any economy. Thus, it is crucial to understand how a 
private-sector-based economy can boost overall welfare while 
granting full employment and fostering economic equality. 
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The market economy 


A zero-profit economy is the most astonishing successful 
economy we can have. It is the pinnacle of the market economy. 
Yet, the majority of the community finds the first sentence quite 
odd. 

The market is a space where economic transactions occur. 
The market is felt like a space where supply matches demand. 
Intuitively, the ordinary citizen believes that profit is the natural 
outcome of a market economy. However, profit is not the natural 
outcome of a market economy. Rather than profit, the natural 
outcome of a market transaction is the satisfaction of a citizen’s 
need. The profit may not be present in an economic transaction, 
but the satisfaction of a need always is. 

The market is a space of value creation because it enables 
the exchange of surpluses between producers. Otherwise, these 
surpluses would be nothing else but waste. Therefore, value 
creation through the market economy is not dependent on profit. 
Yet, it has a direct impact on overall welfare improvement. 

When the market economy produces profits, it is signaling 
the economic activities the community requires higher 
production. The profitable opportunity attracts new 
entrepreneurs because more products at lower prices are still 
welcome in the market. This need will be over when profits are 
zero. Accordingly, profit is a healthy indicator to guide 
entrepreneurs’ endeavors toward fulfilling the community’s 
needs. 

Moreover, regular people usually believe that profits are 
necessary to enable firms’ new investments to be carried on. As 
we shall see really soon, this is not required. The efficient 
encounter between aggregate supply and aggregate demand 
requires a zero-profit economy. 
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The meaning of both the supply curve and the demand 
curve is often uncharted. Figure 1 exhibits the aggregate demand 
curve of any economy. The vertical axis represents the product 
average price. The horizontal axis represents the total produced 
quantities. The curve is downward sloping because, when the 
price increases, people are willing to buy fewer quantities of the 
produced goods. Conversely, when its price decreases, people are 
willing to buy higher quantities of a good. The curve’s concavity is 
faced downward because the decrease in price leads the 
quantities demanded to be proportionally lower due to an effect 
of satiation. The sixth beer is not needed as much as the first one 
was. Hence, the shape of the demand curve is well represented in 
Figure 1 and determines the maximum price at which producers 
can sell their products, given the quantities sold in the market. 
The aggregate demand curve can be seen as the indicator of the 
maximum possible price. 


Figure 1: Aggregate demand curve 


Price 


AGGREGATE DEMAND CURVE 
"Indicator of the maximum possible price" 


Quantity 


Source: Author’s own creation 
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By the same token, Figure 2 exhibits the aggregate supply 
curve of any economy. The curve is upward sloping because, when 
it is possible to sell their production at higher prices, firms are 
willing to produce higher quantities. Conversely, when the selling 
price decreases, firms decrease the quantities produced. The 
concavity of the curve is faced upward. When the price increases 
the quantities supplied are proportionally lower because it is not 
physically possible to keep continuously increasing production at 
the same pace due to technological restraints and/or resource 
availability. The shape of the supply curve is well represented in 
Figure 2. 


Figure 2: Aggregate supply curve 


Price 


AGGREGATE SUPPLY CURVE 
"Indicator of profit-zero" 


Quantity 


Source: Author’s own creation 


The supply curve represents the minimum price at which 
the firm is willing to sell a given produced quantity. Therefore, 
this minimum price allows firms to pay the total cost of 
production. This selling price allows firms to pay for all costs, 
namely: the cost of all raw materials, subcontracts, and all other 
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current costs; the cost of research and development departments 
(R&D); the financial cost (interest or any other form of capital 
remuneration); the wage of all employees; and the wage of the 
entrepreneur. Hence, the aggregate supply curve represents the 
price-quantity combinations that deliver a zero-profit economy. 
The aggregate supply curve can be seen as the indicator of profit- 
zero. 

If we put together the interaction between aggregate 
demand and aggregate supply, then we will identify the price level 
settle by sellers at which all the produced quantities of goods and 
services are sold while buyers do not wish to buy anything more 
given the market price. In equilibrium, no firm wishes to enter the 
market. Both buyers and sellers are happy and do not wish to 
engage in any further transaction at the current market price. This 
price-quantity combination is shown in point ‘E’ of Figure 3. 
Economic efficiency is reached when the maximum price at which 
transactions go on in the economy delivers an average zero profit. 

The space to the left of point ‘E’ that is below aggregate 
demand and above aggregate supply defines the “business zone.” 
Every price-quantity combination inside the “business zone” 
means that transactions may take place for the given price- 
quantity relationship, despite sellers are wishing to sell higher 
quantities at current market prices and buyers are willing to buy 
the same quantities at higher prices. Hence, transactions take 
place within the “business zone” without necessarily leading the 
market to economic equilibrium. That is, overall social utility is 
not maximized. 

This is important because, when it is possible to increase 
production at current market prices while having a market to sell 
those products, the economy is not being efficient. If the economy 
is inside the “business zone,” then it is possible to improve overall 
welfare by letting new firms start delivering the additional 
quantities wanted by the aggregate demand at current market 
prices. 
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Figure 3: Market equilibrium and the “business zone” 


Price 
Ag. Supply 
PE Business zone 
Ag. Demand 
QE Quantity 


Source: Author’s own creation 


Why should we care about this? If it is possible to improve 
overall welfare by increasing the available quantities of goods and 
services at current market prices and firms do not do it, then the 
entire society is living quite worse. And this affects producers 
(firms), consumers (householders), government officials, and 
bank holders. They are all missing the opportunity of enjoying 
more goods and services at lower prices. Society can improve 
overall welfare but is not doing it. Misery thrives. 

Why are the economies consistently inside the “business 
zone” and, sadly, far away from point ‘E’ where they should be? It 
is required to fully understand economic agents’ opportunistic 
behavior to answer this question. That requires a comprehensive 
analysis of the interaction of the four elements of an economy: 
firms, householders, banks, and governments. It is therefore 
mandatory to inquire about society’s overall interactions. It is the 
scope of the remaining of this work. 

Similar to what happens with the market for goods and 
services, Figure 4 displays the equilibrium in the labor market. 
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The labor demand is negatively sloping because, when the hourly 
wage increases, firms want to hire fewer employees. By the same 
token, the labor supply is slopping upward because laborers are 
willing to work more hours when the hourly wage increases. Just 
like prior figures, it is important to outline the meaning of the 
curves. First, labor demand represents the highest possible hourly 
wage that a firm is willing to pay to hire a given number of 
employees. Therefore, the labor demand curve in this market 
represents the “wage-quantity of working hours” combination 
where firms’ profit is zero. Second, the labor supply curve 
indicates the wage-quantity of working hours at which laborers 
do not wish to work more. At this “wage-quantity of working 
hours” combination, involuntary unemployment does not exist. 
Hence, the labor supply curve represents the level of full- 
employment in the economy. In parallel with the market for goods 
and services, the labor market reaches its equilibrium when the 
economy extols a reality of both profit-zero and full-employment. 


Figure 4: The balanced labor market 


LABOR SUPPLY 
"Full-employment indicator" 


Business Zone 


LABOR DEMAND 
"Profit-zero indicator" 


Number of working hours 


Source: Author’s own creation 


24 


Again, the economy lying inside the business zone is a 
symptom of inefficiency because either, it is possible to pay lower 
wages using the same number of working hours, or it is possible 
to increase the number of working hours for the same wage level, 
or both. 

Economic inefficiency acquires huge relevance when 
monopolies are allowed. Figure 5 shows how a monopolist 
behaves. Considering the market equilibrium for a single product, 
we can depict the equilibrium between supply and demand as 
shown previously. However, since the monopolist knows very 
well his or her market demand, he or she will be choosing to 
produce fewer quantities of the good while asking the highest 
possible price to maximize profit. Accordingly, the asking price 
will be settled by the producer exactly on the quantity of the 
aggregate demand curve where the producer minimizes his or her 
production costs while the quantity produced will be far to the left 
of the market equilibrium point (‘E’), like ‘Q1-P1’ combination is 
showing. Despite it is possible to produce more at lower selling 
prices, the monopolist chooses not to do it. This is the behavior of 
an individual doing what he or she thinks is the best for him or 
herself. 

Society is surely inside the “business zone” when this 
behavior is consistently happening in several sectors of the 
economy. Being inside the “business zone” is the worst society’s 
nightmare. The monopolist is grabbing a huge profit because the 
buyers are willing to pay a lot more than produced quantities’ 
total cost, considering the available production. Hence, just as long 
as economic agents are free to act, new firms enter the market and 
produce more quantities to be sold at lower prices. In this 
instance, economic development happens. More goods at lower 
prices mean overall welfare improvement. But this improvement 
requires freedom to enter the market. And if the monopoly is 
consistent across time, then economic agents are not free to act 
according to society’s needs. Being inside the “business zone” is 
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not just a matter of economic efficiency and diminished overall 
welfare. It impacts society’s safety, freedom, and happiness as 
well. It deserves the serious attention of everyone. 


Figure 5: The monopolist’s choice 


Price 


Ag. Supply 
P1 


Monopoly 
Profit | 


Ag. Demand 


Q1 Quantity 


Source: Author’s own creation 


Looking closely at Figure 3, and remembering that the 
aggregate supply curve represents all price-quantity combination 
where firms’ profit is zero (that is, the revenue matches total 
costs, after paying employees’ wages, entrepreneur’s wage, 
financial cost, R&D expenses, and every operating cost involved in 
producing that quantity of the good), it is possible to understand 
that economic efficiency can only be reached under a zero-profit 
economy. This means that people need to be free to engage in 
entrepreneurship activities towards the more profitable economic 
sectors. 

Thinking about the zero-profit economy carts an intuitive 
doubt regarding how it is possible to fund firms’ new investments. 
And this doubt needs to be properly enlightened by explaining the 
role of both the financial market and the labor market. It is of 
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outstanding importance to understand how these two markets 
interact with the market of goods and services. 

Focusing on this strand of analysis, it is unanimous among 
economic researchers that entrepreneurs do not engage in an 
investment endeavor unless they have a market for their 
products.’ That is, investments occur when firms identify a 
number of potential buyers for their products; otherwise, there is 
no investment in an economy. Hence, the labor market becomes 
the cornerstone of a successful economy; for it secures the highest 
possible aggregate demand that fosters firms’ investment. 

Before stepping up to understanding how money works, it is 
important to outline the role of profit in reaching economic 
efficiency. No single person is able to command the production of 
an entire society certain that he or she can, better than anyone 
else, decide what will be produced, how it must be produced, and 
who will produce every good and service the society needs. So, 
society can only be efficient by granting people the freedom to act 
in their own best interest while safeguarding the overall best 
interest in tandem. That means creating conditions for people to 
engage in positive opportunistic behavior. And profit is the tool 
we have to foster positive opportunistic behavior into the 
economic activities the society needs most, without any 
manipulation whatsoever. Profit is paramount to a successful 
economy. Yet, counter-intuitively, it needs to be zero. 

The successful market economy produces the highest 
possible quantities of goods at the smallest selling prices. Thus, 
the successful market economy provides freedom to act, abhors 
monopolies, extols private initiative, and protects private 
property, all to safeguard economic agents’ positive opportunistic 
behavior. 


See Sharpe, S. A., & Suarez, G. A. (2014). The insensitivity of investment 
to interest rates: evidence from a survey of CFOs. Staff working papers in 
the Finance and Economics Discussion Series (FEDS). 
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How money works 


Money is a crucial tool to build economic development. 
However, despite this consensus conquered by money regarding 
its importance to society’s welfare, producing nothing else but 
money is completely useless. Furthermore, pretending that some 
kind of money has more value is quite odd when the disparate 
currencies are to be kept working simultaneously. The role of 
money to boost economic development is not completely 
understood by society. 

Money is important to everyone because it enables a person 
to fulfill his or her needs. In this instance, money possession is 
traded by the goods and services that will provide each human 
being the ability to enjoy life. Money is used to enable economic 
transactions. 

The role of money in making trades easier is its foremost 
function in an economy. Each person is able to exchange what he 
or she produces by the exactly needed quantity of the goods and 
services produced by others. The value of a person’s production 
has a monetary value called salary. Afterward, this value is used to 
satisfy each person’s needs. It is therefore plain that money is 
meant to work as a transaction facilitator in the economy, 
regardless of whether this exchange is to occur immediately or 
sometime in the future. 

Money can be used as a reserve of value. Savings is the 
portion of the present salary that a person chooses to spend in the 
future. Savings have value because they represent the amount of 
the goods and services already produced by the person, which, by 
the action of a present sale, confer the right to future spending. 

Lastly, money can be used for a new business endeavor if a 
person believes that he or she can do better than what the market 
is doing regarding the production of goods and services. This 
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decision can be made either directly, by using own savings in new 
investment, or indirectly, by using someone’s savings to provide a 
firm the purchasing power it needs to further develop its 
business. This speculative function of money enables future 
investments to be carried on. 

Knowing what is money for brings a little awareness of the 
effects of its manipulation on overall welfare. Money is nothing 
but a tool. And tools can be used to perform either a good action 
or a bad one. Money manipulation can be extremely dangerous to 
overall welfare. 

The role of money as a facilitator of economic transactions 
begins when it is used to pay a salary. By paying a salary, to both 
himself and his employees, the owner of the means of production 
empowers these persons to fulfill their needs through the 
acquisition of the goods and services produced by other firms. 

Given the total amount of money circulating in the economy, 
this liquidity will be used to exchange everything that is produced 
in the economy. Accordingly, the price is just a mere outcome of 
the comparative value of every available good and service. If 
society does not produce any new money anymore, then all 
available products will be exchanged using the current liquidity, 
and the average price of all goods and services remains 
unchanged. 

Price increases of a given product do not cause inflation. As 
it is shown by economic literature, inflation is caused by adding 
new money into the economy.’ If the price of a single product is 
arbitrarily increased while the available money does not change, 
then the average price of other goods must decrease to enable the 
transactions of every good produced in the economy using the 
available liquidity. On the other hand, if the quantities of goods 


3 In this regard, it is particularly insightful the work of Hayek, F. A. 
(1977) Denationalization of money. The Institute of Economic Affairs. 
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and services increase while the available money remains the 
same, then prices will decrease in the economy to enable the 
complete transaction of every product and service. Conversely, if 
the quantities of the goods and services produced in the economy 
are standing still, then the production of new money leads to 
nothing else but an average price increase. When new money is 
created without being backed up with additional production, the 
prices of current goods and services increase, and the ordinary 
citizen cannot acquire the same quantities of the goods and 
services he needs; like he was doing before. Increasing the amount 
of money in circulation worsens overall living conditions for 
everyone but the person who was able to enjoy the possession of 
that new money just created. It remains clear that knowing what 
destiny is given to the new money just created is of crucial 
importance to society’s overall welfare. 

Apart from inflation, another negative consequence of 
money misuse is the devaluation of the ordinary citizen’s savings. 
Interest is the inter-temporal price of money. An ordinary citizen 
saves a portion of his or her current wage to spend it sometime in 
the future. This citizen might choose to exchange his or her 
present purchasing power for the power to consume more in the 
future. The lender asks the borrower for compensation to perform 
the inter-temporal exchange of purchasing power. If the money 
market is working seriously as it needs to, then the interest rate at 
which firms are able to fund their investments is the outcome of 
the encounter between the ordinary citizen’s savings supply and 
the entrepreneurs’ demand for liquidity. When new money is 
created out of thin air, the ordinary citizen is precluded from 
lending the savings he or she is holding in the present. Instead, the 
borrower will get the purchasing power he or she needs at a lower 
interest rate than it would have happened at market price simply 
by getting it from the producer of this new money. Hence, the 
creation of new money always carts a strong devaluation of the 
ordinary citizen’s savings. 
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Finally, when it comes to money misuse, the worst 
consequence of all is caused by the withdrawal of money from the 
economy. Decreasing liquidity in the economy always hinders 
prior transactions from happening at current market prices. 
Hence, because market prices are not lowered when money is 
withdrawn, a portion of the production that was previously been 
traded is not sold anymore. This part of production is going to 
waste. Some firms, unable to sell all their production, become 
bankrupt. Unemployment increases along with further 
precautionary production decreases decided by those firms that 
face a decrease in the demand for their goods and services. This 
effect propels additional unemployment. Then, the race into the 
abyss speeds up... 

The economic crisis is unavoidable when money is 
withdrawn from the economy. There are several different ways 
leading to a decrease in the money liquidity of an economy. Later 
in this work, these economic slump makers will be further 
analyzed in detail. 

The danger of money misuse by those who control its 
production needs to be carefully supervised by society; yet, it is 
not. This lack of supervision spread the seeds of economic crises. 
It is the reason why economic crises have always been a reality. So 
far, society could not prevent money manipulation from 
happening, nor the ordinary citizen knows how it can be done. 

Money manipulation carts several negative consequences 
for the overall welfare. The person that has the power to create 
new money at pleasure leads people’s welfare on a whim. Despite 
the danger it purports, the European Union imposes the people’s 
submission to the European Central Bank’s decisions (ECB). 
Moreover, notwithstanding the pretense of control of both the 
European Parliament and the European Council, the fact is that 
the ECB’s president has an eight years mandate, the presidency of 
the European Council lasts for six months, and the European 
Commission’s presidency holds for five years. It is worth 
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underlying that the president of the ECB has far more power than 
the politicians elected by the European people. In the United 
States, the Federal Reserve is a private bank owned by a few 
families. Worldwide, the power owned by those who control 
money in circulation is far from being properly balanced with 
public supervision. And, this reality spans a wide range of 
opportunities for negative behavior to develop. 

Just like the market for goods and services, the money 
market needs to be properly balanced too. Figure 6 exhibits both 
the demand curve for liquidity in any economy and the supply 
curve as well. The vertical axis represents the interest rate (or the 
price of money) and the horizontal axis represents the total 
amount of money in circulation. The demand for liquidity is 
downward sloping because firms are willing to engage in more 
profitable opportunities when the price of their investment is 
decreasing. The concavity of this curve is faced downward 
because the decrease in the interest rate leads the quantities of 
demanded money to be proportionally lower due to an effect of 
limitation regarding the market size. Therefore, there is a limit for 
firms to seek funding for new investments. 


Figure 6: The proper money market-based economy 
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Conversely, the supply curve is upward sloping because the 
higher the interest rate that the ordinary citizen can ask for his or 
her savings the biggest the portion of his or her salary that the 
person is willing to dedicate to a speculative opportunity, given 
the risk involved. Hence, when the market is well balanced and 
the economy is working properly, the interest rate is expected to 
have a positive value. 

Nonetheless, ordinary people’s savings have no value 
worldwide. The supply of money is completely controlled through 
direct single-person intervention. This leads to the existence of an 
enormous amount of available money, far beyond the proper 
functioning of the money market. Figure 7 exhibits the reason why 
interest rates can even become negative. The supply curve 
becomes a horizontal line placed wherever the decision-maker 
wishes to given the liquidity manipulation. The creation of new 
money in greater proportions than the economy needs allows 
banks to dictate the interest rate at which any credit line is going 
to be raised. By the same token, paying interest to ordinary 
people’s savings becomes unnecessary. There is no money market 
at all. 


Figure 7: The current money market of the world economies 
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Rather than by market needs, these outcomes are dictated 
by a centralized moneymaker who acts similarly to a dictator of an 
entirely planned economy. In this instance, there is no free market 
interaction between those who save money and those who may 
use it in new investments. Ordinary people’s savings are simply 
run over by the amount of new money created out of thin air. 
Moreover, this new money is going to be channeled to the 
economic sectors centrally chosen by a single person,‘ instead of 
being the way to safeguard the proper creation of new firms and 
employments in the business sectors the society needs most. It is 
claimed that the scheme allows inflation to be kept under control, 
yet inflation never happens when the money market is working 
properly. It is claimed that the markets are functioning, yet 
people’s freedom is being cut out. Allowing for money 
manipulation is simply another form of living under a centralized 
economy. 

Nonetheless, the arbitrary creation of new money brings 
economic development when the money market does not provide 
new entrepreneurs with the purchasing power they need to 
engage in new investment endeavors. These new investments are 
going to allow for the production of more products at lower 
prices. In this instance, the creation of new money spurs economic 
development when savings is not enough. Even so, the creation of 
money out of thin air always fosters inflationary pressures in the 
economy, which require proper management. Nowadays these 
pressures are managed under a single-person decision-making 
process by preventing new money from being channeled to 
specific economic sectors coupled with stressful actions on the 
government’s public debt aimed at tax rate increases to control 
overall aggregate demand in the market of goods and services. 
The economies around the world are full of remarkable examples 


* Or by a decision center, which is quite similar. 
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of the centralized decision-making process that is stubbornly 
going on everywhere. 

Understanding how opportunistic behavior is at the core of 
a successful economy is mandatory to draw the guidelines that 
enable people’s freedom and allow the market economy to work 
properly, free from arbitrary interference. 
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Opportunistic behavior 


Opportunistic behavior is at the core of any economy. 
Opportunism is one most cherished qualities of a human being. 
Opportunistic behavior enables a person to take advantage of his 
or her own strengths at the same time that avails oneself of both 
the resources and circumstances presented by the environment. 
So, opportunism delivers a set of human interactions that impact 
the way resources are used and how the environment is being 
taken care of. Evidently, these actions are consequential for 
society’s welfare. 

We have seen above that opportunism can be either positive 
or negative. Positive when it fosters an overall welfare increase if 
the behavior is replicated in society. Negative when it fosters the 
worsening of people’s well-being if everyone behaves in this dark 
form. What conditions people’s choice between the two types of 
opportunism is the range of strategies they may resort to to 
improve their own well-being. Hence, both cooperative and 
competitive behaviors determine the economy’s contribution to 
overall welfare. The extension of voluntary cooperative behavior 
determines the economy’s level of development. This chapter 
addresses how economic agents’ most common _ behavior 
conditions economic development. 

One ironic outcome brought out by classic economic theory 
is that economic development happens when people are left alone, 
competing in the marketplace. This idea works well when firms 
are holding huge profits, and new start-ups are free to enter the 
market, flooding it with more products at lower prices. This idea 
also works well when buyers are bidding higher on the products 
they value the most, driving suppliers to fulfill consumers’ wants. 
The idea that competition is welcome holds true when people are 
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free to engage in positive opportunistic behavior. The irony rests 
on the fact that this type of competition is actually cooperation. 

When new firms are allowed to enter the most profitable 
markets, people are specializing in what society needs most while 
trusting that everyone else is doing the same thing concerning 
the production of other goods. Therefore, a person can specialize 
in producing clothes, other in producing food, other in producing 
shelter, other in producing electricity, other in safeguarding 
internet services, and so on. Overall cooperation happens when 
people are free to engage in the most profitable activity foreseen 
and by being free to choose from the best price-quality 
relationship available. 

However, currently, freedom is nothing but a mirage. As we 
have seen above, money is manipulated, legal entry barriers are 
enacted to prevent healthy competition among firms, credit lines 
are not evenly available, and consumers are far from being free to 
buy the products that satisfy their needs at the best possible price- 
quality relationship. Negative opportunistic behavior precludes 
economic development from happening. 

Counter-intuitively to what it may seem at first glance, 
negative opportunistic behavior is not a matter of morality. It is 
related to the best economic agent’s perception regarding the 
risk-reward expected outcome of his or her actions. For instance, 
people engage in political activities rather than in market 
activities when the former provide prospects of higher returns 
than the latter.° People engage in negative opportunistic actions if 
they believe that only they can act so, and very few can act 
similarly! On the other hand, an employee might know that is 
selling an already broken machine but keeps going on with the 
sale because his or her family’s survival depends on it. His or her 


° In this regard please check Henisz, W. J. (2000) The institutional 
environment for economic growth. Economics and Politics, 12 (1), 1-31. 
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family may starve if the sale is not made. The person who 
develops political ties, and the one who engages in deceptive 
activities, are both choosing the best risk-reward outcome they 
can foresee. They are just being human. 

Negative opportunistic behavior cannot be ignored. Often, 
negative opportunistic behavior cannot be punished. Hence, 
negative opportunistic behavior needs to be voluntarily avoided. 

It is, therefore, plain that the reward obtained by avoiding 
negative opportunistic behavior must overcome the perceived 
benefit of doing so. At first glance, it is not easy to identify how it 
is possible to reward negative opportunistic behavior avoidance. 
Counter-intuitively, rather than by punishment exercises, the 
solution comes from the loss of the opportunity to engage in 
positive opportunistic behavior. Engaging in _ positive 
opportunistic behavior must be easier, less risky, and provider of 
a higher reward than opting for negative opportunistic actions. 

The institutional environment defines the scope for 
opportunistic behavior. Institutions, like culture and _ the 
regulatory framework, set up what people can do. Infrastructures 
and know-how define how it can be done. In 1999, when Antonio 
Guterres® was Portugal’s Prime Minister, the government enacted 
a law which, in summary, was simply stating that every serious 
work accident was going to be supervised by a state entity. 
Starting in 2000, the first of January, any compensation paid by 
the insurance companies on serious work accidents would surely 
obey what was legally defined. The result of this measure was an 
industry unanimous 33% price increase of this insurance 
contract! That is, before the supervision of an entity that was 
going to act only as a referee, and simply to make sure all parties 
behave properly and under legal compliance, the insurance 


®° Ant6nio Guterres, in May, 2021, is the United Nations Secretary 
General. The law herein mentioned is Portuguese legal decree number 
143/99, of April, 30 th. 
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companies were paying compensations to the injured person at 
will. When the government said that the law was to be obeyed, 
their response was a price increase of one-third. The insurance 
companies were deceiving the injured persons by compensating 
them less than they should. For the record, the insurance 
companies justified their price increase with an alleged extra-risk 
imposed by the law; but that was simply not true. 

The government has a very important role in setting up a 
healthy economy, albeit always depending on society’s overall 
behavior. The government has the power to create part of the 
institutions that foster positive opportunistic behavior. Moreover, 
the government has the power to put this sort of theme into the 
social and political agenda. Finally, it is up to the government the 
responsibility of developing a fruitful social dialogue to reach the 
desirable overall welfare improvement. 

Another example of the government’s importance to 
economic success is given by the measures taken by both 
Germany and Austria. By 2010, in the wake of the Great Recession, 
these two countries have adopted some _ counter-intuitive 
measures to deal with insolvency issues by establishing a legal 
framework that abolishes and/or reduces some preferential 
creditor privileges. Figure 8 considers the period set from 2010 to 
2015 and depicts a comparison between two countries that have 
adopted these kinds of measures, Germany and Austria, with two 
similar countries in economic terms that kept creditor privileges 
ongoing, France and Italy. During the period under analysis, the 
number of insolvencies has consistently decreased annually in 
both Germany and Austria (Germany: from 31,998 business 
insolvencies, in 2010, to 23,123, in 2015, -27.7%; and Austria: 
from 6,376 business insolvencies, in 2010, to 5150, in 2015, - 
19.2%). However, during the same period, the number of 
insolvencies in both France and Italy have annually increased 
(French business insolvencies grew from 60,330, in 2010, to 
63,081, in 2015, +4.6%); and Italian business insolvencies raised 
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from 10,089, in 2010, to a sticking out number of 14,727, in 2015, 
+46%). 


Figure 8: % variation of business insolvencies 2011-2015 versus 
2010 


80.000 
60.000 
40.000 
—=@= France 
20.000 see hay 
== Germany 
—t— Austria 
0.000 
3 4 5 
-20.000 
-40.000 


Source: Crédito Y Caucién, Country Report - Main Western 
European Markets 2017 


Although it is possible to state that the disparity of these 
countries’ insolvency results has other determinants than the 
mentioned difference between their legal frameworks, no other 
strong economic explanation has been figured out yet. So, in what 
concerns economic agents’ opportunistic behavior, what does it 
change when the society withdraws some creditor privileges? 

When a society concedes specific creditor privileges to a 
bank entity then, in the first moment, the bank will grant a loan 
within a given pack of financial conditions and protects it with 
collateral. In the future, when general economic conditions 
change, if the borrowing firm wants or needs to renegotiate the 
contract it will be prevented from doing so. Moreover, it will be 
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harder for firms to negotiate with another financial entity because 
the usual practice of the industry is to ask for collateral to do 
business, and the firm does not have another relevant asset to 
provide anymore. Thus, to begin with, using collateral as a tool to 
mitigate the puzzling insolvency problem contributes to 
increasing the number of insolvencies by reducing firms’ ability to 
adjust to adverse economic conditions. Moreover, it precludes 
banking competition because new banks cannot offer a financial 
solution to existent borrowers. 

In the second moment, when the firm faces huge cash flow 
difficulties and needs to restructure its financial plan, those 
lenders who enjoy collateral are not keen to help, and the firm 
gets lost. Hence, negative opportunistic behavior is pushed by this 
tool since the entire society will be worse off. The consequences 
are as follows: 1) it prevents healthy financial competition among 
banks for the best firms; 2) it prevents firms from getting the best 
possible financial solutions according to market conditions; 3) 
when difficult times arise, it fosters firm insolvencies rather than 
firm recoveries, thus contributing to unemployment increases, 
reduction in tax collections, and inefficient use of available 
resources. 

On the other hand, the absence of using collateral to protect 
the granting of a financial loan will lead both lenders and 
borrowers to engage in positive opportunistic behavior. Firstly, 
the borrower will be worried about providing quality information 
to the lender, which will be wider, transparent, and continuous 
across time. Secondly, rather than consider the opportunity of 
grabbing some cheap assets in case anything goes wrong, the 
lender will have to carefully analyze every transaction based on 
the business itself. Thirdly, both firm and bank entities will be 
motivated to renegotiate financial business deals when economic 
conditions demand it. And fourthly, both the laborers and the 
government end up better: the laborers keep their jobs and their 
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utility to the society, and the government will collect more taxes 
from a healthier economy. 

Despite governments are far from being alone when it 
comes to identifying who is accountable for the people’s welfare, 
herein, we have just seen two examples of the important 
responsibility of the government in this regard: 1) by creating 
proper structures of law enforcement (like Antdnio Guterres’s 
government did in Portugal); and 2) by enacting a legal 
environment that induces economic agents to seek positive 
opportunistic behavior (following both German and Austria 
guidelines). A million other examples exist worldwide. 
Opportunistic behavior happens according to the room it has to 
move. The institutional environment sets the pace of economic 
development. 

The regulatory framework exerts its effects on economic 
development in both intuitive and counter-intuitive ways. One 
intuitive rule commonly accepted is the idea that property rights 
are one of the drivers of economic development. A little bit less 
intuitive is the notion that culture conditions economic 
development as well. Often counter-intuitively is the idea that 
governments do not have enough power to prevent economic 
crises from happening. It is, therefore, important to analyze how 
the public and private sectors interact to deliver a given level of 
welfare. 

The private sector is composed of both producers and 
consumers. If the market is free, then producers decide privately 
what to produce, while consumers can choose upon what to 
consume. If the government is absent of any responsibility to the 
economic environment then individuals have room to express 
opportunism to the best of their judgments, either positively or 
negatively. 

The literature presents an extensive number of studies 
showing that the granting of property rights spurs economic 
development. Specifically, it is easily proven that the highest the 
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amount of expropriation of producers’ output, the lowest the 
efforts that entrepreneurs put in productive activities.’ In other 
words, if actions such as taxation or stealing mean the loss of a 
significant portion of the entrepreneurs’ production, then overall 
welfare is compromised because producers will refrain from 
doing it. However, if property rights are granted, then producers 
will dedicate a higher portion of their endowment of total possible 
working time to high-yielding efforts. Hence, safety to engage in 
productive activity is a prerequisite for economic development. 
Similar to what conditions entrepreneurs’ excitement toward 
productive activities, employees’ efforts are dependent on the 
ability to secure the highest possible portion of their productive 
efforts as well. That is, exactly like entrepreneurs, people working 
as an employee try harder the lower it is the outcome of their 
efforts that is going to be taken away by their boss. After risk 
considerations are taken, if the worker realizes that he or she will 
be getting a higher return working as an entrepreneur than the 
return got by being a regular employee, then he or she will prefer 
to start a new business instead. In this instance, and just as long as 
freedom to act is a reality, the literature shows that economic 
development is boosted when property rights are granted, and 
labor rights enable workers to think in terms of their best efforts. 
The level of positive opportunistic behavior strongly depends on 
the institutional environment. 

The need for institutions emerges from the fact that 
negative opportunistic behavior is always peeping out. 
Opportunism is a transversal human behavior. Accordingly, it goes 
far behind the formal rule of law and necessarily embraces 


’ Please check out both the work of Besley, T., & Gathak, M. (2010) 
Property rights and economic development In Dani Rodrik and Mark 
Roseinweig (Ed.) Handbook of Development Economics, Volume 5, (pp. 
4525-4595) The Netherlands, North-Holland, Elsevier BV, and the book 
of Rodrigues, J. C. (2019) Full employment in our global village (ISBN 
9781687576514). 


44 


cultural practices. For instance, when some people were culturally 
allowed to own other human beings, that specific society would 
hardly accept letting a laborer freely choosing his or her 
employer. By a similar strand, if a society is culturally imposing 
that a woman should not engage in entrepreneurship then culture 
is acting as an institution itself. In both cases, the productivity of 
the economy falls short of its potential. Hence, it is plain that 
negative opportunistic behavior happens’ regardless of 
governmental measures. People’s freedom to act is always 
culturally shaped too. Albeit very important to boost economic 
development, governmental rules and regulations still cannot 
completely override either socially imposed restrictions or 
stimulus to act in a given direction. 

The role of society as a powerful institution itself is further 
outlined by explaining how the normal functioning of the banking 
industry can spark an economic crisis regardless of the 
government's action.? Banking is an industry where income 
statements and other statistical information regarding the 
evolution of every player in the market are promptly disclosed. 
Hence, if a given bank is scoring higher profits by increasing its 
credit levels, then others will follow real soon. This increase in 
liquidity induces a boost in both aggregate demand, looking to buy 
more products, and aggregate supply, trying to fulfill that want. 
Accordingly, employment increases and society is living better. 
But, as long as more and more firms become indebted, the more 
prone are banks to raise caution about the lending pace. With 
time, the fears regarding possible default payments increase. 
Accordingly, banks start reducing credit lines while keep asking 
for their money back, as usual. The money available in circulation 
to complete the normal transactions starts decreasing and some 
firms cannot sell all their products. At this point, some employers 


8 This subject can be further detailed checking the work of Gorton, G. B., 
& He, P. (2008) Bank credit cycles. The Review of Economic Studies, 75 
(4), 1181 - 1214. 
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fire a few employees, and the aggregate demand shrinks in the 
economy. This demand’s setback propels unemployment, and the 
crisis installs in the economy simply because of the regular 
functioning of the financial system. The government had nothing 
to do with this result. Only the remaining society must be blamed 
for this final outcome. 

It is, therefore, clear that every economy has to deal with 
economic crises regardless of its culture, social environment, or 
overall available resources. Mostly, economic crises are the 
outcome of the financial system’s regular operations to answer 
both aggregate supply and aggregate demand requests. Note that 
banks are not to blame on their own. Banks could not do any harm 
to the economy if householders kept the quantities of their 
purchases, if entrepreneurs did not ask for additional lent money, 
or if firms did not fire any employee at all. According to the way 
society is structured, people are just acting opportunistically to 
fulfill their own needs. Opportunistic behavior is good. What is 
escaping society's awareness is the weakness of our economic 
structure. 
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The cause of growing 
inequality 


Economic inequality is simply a consequence of 
opportunistic behavior happening within the boundaries set by 
the institutional environment. However, the details of this 
behavior require further enlightenment. 

Intuitively, people blame monopolies for the growing 
inequality. But the simple existence of monopolies does not foster 
growing inequality by itself. At the most, it will perpetuate 
inequality, but it does not contribute to its growth. 

There are two main causes of growing inequality: 1) the 
creation of new money to grant consumer credit; and 2) the room 
that is given for unemployment to grow. Both require deeper 
explanation. 

First, when new money is created out of nowhere to grant 
consumer credit, it builds an extra purchasing power that leads 
aggregate demand to look for higher quantities of the produced 
goods. This extra demand leads producers to increase either the 
price of their goods and services or to increase produced 
quantities. Producers might even do both. For sure, producers are 
the same in the market and certainly increase their profits. Profits 
are particularly outstanding if they enjoy monopolistic positions 
in the market. Hence, the creation of new money out of thin air, 
with no effort at all, leaves householders with the liability of 
paying this money back to the banks, plus interest, while letting 
producers enjoying their additional profits. It is therefore clear 
that it does not have to take a long time for householders to be 
worse off while both bank and firm owners end up better off. 

Second, when householders start to pay back their loans, if 
no new money enters the economy, the overall liquidity is 
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reduced. In this instance, firms are unable to keep selling the same 
quantities as before. Particularly those firms who belong to 
competitive economic sectors and are scoring zero profit, or near 
to zero profit, start getting financial losses and looking to fire a 
few employees. Due to the decrease in aggregate demand, and 
similarly to what happens in an economic crisis, some firms even 
face insolvency. At this point, cheap and interesting productive 
assets can be bought by those big firms that already enjoy a 
dominant position in the market. Hence, big firms get bigger! This 
process provides additional fuel to boost economic inequality. 

It is, therefore, plain that the creation of new money to grant 
consumer credit fosters growing inequality. However, this 
instance is coupled with a weak economic structure. If the 
economy has a dynamic that spurs a free and competitive 
economic environment where entrepreneurs can enter the market 
at will, then monopolistic positions tend to disappear. Plus, if 
unemployment is not allowed to grow, then many insolvencies 
can be avoided. The weakness in the economic structure stems 
from inducing negative opportunistic behavior. That is a behavior 
that is replicated while naturally worsening overall welfare. 
Remarkably, there is no wickedness whatsoever in people’s 
actions despite the adoption of negative opportunistic behavior. 

Some people believe that economic activity naturally fosters 
inequality. This an intuitive feeling caused by empirical analysis, 
for society has always lived under this pressure. However, under a 
proper institutional environment that fosters positive 
opportunistic behavior, economic activity does not generate 
additional inequality. And, as we shall see below, economic crisis 
can be eradicated too. 
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Economic Crises 


Understanding the causes of an economic crisis is 
paramount. This knowledge enables any person to evaluate the 
weaknesses of the economy, to figure out the best solutions to 
overcome these difficult times, and to prevent their occurrence. 

Economic crises seem to be unavoidable because the world 
is quite used to live it everywhere. An economic crisis is a period 
of lower consumption with production levels far below the 
economy’s potential. Hence, by definition, an economic crisis is a 
period of waste. It is a time of inefficient use of available 
resources. 

The issue is masterfully posed by Milton Friedman by saying 
that the major problem with the Great Depression is “of scarcity 
amid plenty... of people starving while there are unused resources... 
of people having skills that are not being used.”’ The economic 
crisis is a direct consequence of aggregate demand shrinking far 
below the economy’s productive capacity. Therefore, after an 
economic crisis is started, the unbalance in the major markets gets 
sharpen. 

The causes of an economic crisis are multiple, but always 
trigger disequilibrium in the money market, in the labor market, 
and in the market for goods and services. This unbalance can stem 
from reducing liquidity in the money market, from reducing the 
aggregate demand in the market for goods and services, or from 
reducing the demand for labor. Often, the three effects end up 
being a reality in weak economies. 


° See Ebenstein, L. (2012) The indispensable Milton Friedman. Essays on 
politics and economics. Washington, DC, United States of America, 
Regnery Publishing, Inc. 
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First, money withdrawal is the usual cause of an economic 
crisis. By retrieving money from the economy, a simultaneous 
decrease is forced in both the supply of money and the aggregate 
demand in the market for goods and services. This setback in the 
demand for goods and services pushes firms to fire employees 
because either they cannot sell the entire production or they are 
not facing the same demand for their products. Accordingly, in the 
labor market, involuntary unemployment looms out, and laborers 
become available to work at lower wages but being unable to find 
a job. In this instance, the three major economic markets rest 
unbalanced. Currently, for every country and helplessly, the 
economy finds itself within the “business zone.” 

Money can be withdrawn from the economy by reducing 
liquidity. This is accomplished by either operating in the money 
market or performing austerity policies. The authorities aim at 
collecting additional taxes and safeguarding that the money 
coming from the tax collection is not going to be spent in the 
national economy. In this particular case, the money is going to be 
waived to some external entity, like the International Monetary 
Fund (IMF) or another foreign bank. This is the path by which 
high public debt can give rise to an economic crisis. However, 
public debt is a matter to be worried about only when the 
government is borrowing money from foreign entities.’° 
Regardless of how it is done; reducing the money available in the 
economy is always harmful to overall welfare. 

Second, technological innovation can cause an economic 
crisis. If technology enables firms to increase production while 
firing some employees then two opposite effects occur: 1) more 
products at lower prices come to the market induced by an 


’ According to the data disclosed by the web site “statista.com,” in 2016, 
Japan’s public debt was 232.52% of GDP and Greece’s public debt 
relation to GDP was 183.41%. Only Greece has a serious problem... There 
is no problem if the government is “borrowing” money from its own 
central bank. 
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increase in productivity grounded on technological headway; and 
2) the aggregate demand for products decreases because the 
surge in unemployment diminishes the overall purchasing power. 
In this instance, the economic crisis effect only prevails if the 
decrease in the aggregate demand is either faster or bigger than 
the increase in the number of goods and services available. It is 
plain, therefore, that technological progress is always beneficial 
for economic development just as long as the aggregate demand is 
kept steady. 

Third, a decrease in the population can cause an economic 
crisis. If the number of inhabitants decreases then, the overall 
aggregate demand might decrease. If the demand in fact 
decreases, then firms will reduce production, and this causes 
pressure on them to fire a few employees. Now, by allowing 
unemployment to increase, the reduction in the aggregate demand 
is certain and prevents economic development from happening, 
mainly because it hinders new investment. However, counter- 
intuitively, this effect only materializes if the reduction in the 
number of inhabitants happens due to the emigration of 
unemployed persons. 

Unemployed persons are usually living at the expense of 
employed people; like a son living at his father’s home and at his 
father’s expense. In this case, the unemployed person is actively 
contributing to increasing the economy’s aggregate demand, for 
his father buys the goods and services needed to satisfy his entire 
family. Once the son is abroad, the father will not buy so many 
products anymore, and aggregate demand surely declines. This 
effect may not happen if one employed person goes abroad 
because, in this case, a fair trade-off may occur between the 
reduction in the aggregate supply, inherent to the person’s 
production, and the reduction in the aggregate demand, intrinsic 
to the person’s consumption. Hence, the emigration of 
unemployed persons can be more harmful to an economy than the 
emigration of employed people. 
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Fourth, rampant inflation can cause an economic crisis. 
Since inflation means that prices are consistently higher in the 
economy across time, it is important to understand two separate 
things: 1) how people’s expectations affect their decision-making 
process; and 2) how can prices grow consistently during a long 
period. 

People’s expectations are crucial for economic agents’ 
decisions in several different ways. One, the temporal horizon 
accepted to engage in an investment project depends on the 
environmental stability perceived by investors. If the government 
is either often changing fiscal policies or the economy is 
evidencing short-term economic cycles, then firms only embrace 
investments that have a very short payback period. Hence, when 
economic agents expect instability, they increase caution in their 
decision-making process which, necessarily, means a decrease in 
the potential to get economic development. Two, when people see 
prices consistently growing up day after day, they immediately 
start asking for a higher price to sell their goods and service. If no 
new money is added into the economy, then firms are preventing 
themselves from selling all their products because there is not 
enough money in the economy to enable the transactions of 
everything that is produced. A fraction of production is going to 
waste. Firms start to fire some employees, and the economy’s 
aggregate demand diminishes. This latter decrease provides 
additional fuel to consolidate the economic slump. In this instance, 
when rampant inflation installs in the economy, it continuously 
feeds the economic crisis. 

However, prices cannot grow consistently across time 
unless new money, made out of thin air, is added into the 
economy. If based on beliefs and expectations regarding the near 
future, firms decide to increase their products’ selling price but no 
new money is added into the economy, then they will not be able 
to sell the entire production. In this instance, the only way for 
firms to sell their entire production is by lowering their products’ 
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asking price, and this action puts a stop to the rampant inflation. 
Empirically, it is easy to see that this sort of abnormality only can 
happen when new money, made out of thin air,’ is consistently 
added into the economy while allowing unemployment to grow 
wild. 

Additionally to what was previously put forward when 
explaining how money works, it is worth highlighting that neither 
the increase in the price of raw materials nor the increase in 
wages produces inflation. This is counter-intuitive to usual beliefs. 
If, for instance, the price of oil is increased by a cartel’s decision 
process, and both the liquidity of the economy and the wanted oil 
barrels are kept standing still, then the entire available money will 
have to be used to trade fewer quantities of other than oil 
products and services. Hence, the prices of other than oil products 
and services tend to decrease to enable the selling of the entire 
production. An overall price adjustment occurs but it cannot lead 
to the consistent general growth of prices. The only way to reach 
this final effect is by adding new money into the economy. 

Also counter-intuitively, this same rationale is valid if 
employees ask for higher wages. In this instance, the price can go 
up in the near term due to an increase in aggregate demand 
propelled by the increase in overall purchasing power. However, 
it will stop when firms adjust prices at a higher level considering 
this demand increase. In this instance, prices certainly go up in the 
short term but this increase will not last long. Inflation does not 
happen just because employees get higher wages. Inflation only 
happens if new money is continuously added to the economy. 

Fifth, a decrease in production can cause an economic crisis. 
Decreasing production, just like governments worldwide have 
recently imposed on their people, precludes firms from selling 
their entire production. Being unable to collect revenues, firms 


™ Also known as “empty money.” See Bortis, H. (2004) Money and 
inflation - A new macroeconomic analysis. Journal of Economic Studies, 
31 (2), 158-164. 
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cannot avoid firing employees. The economy’s aggregate demand 
diminishes, and the investment in new projects is kept on hold. 
These combined effects propel additional unemployment, and the 
negative cycle sets in. Moreover, at the same time, the money 
available to perform economic transactions is the same, thus 
exerting a pressure for prices to go higher which, itself, brings an 
additional push to the slump. It remains clear that a decrease in 
overall production can cause an economic crisis. 

Sixth, over-investment can cause an economic crisis. Too 
much investment happens when aggregate supply triggers a 
market unbalance. This happens when firms keep investing in 
new productive units until they reach a point of productive 
capacity above aggregate demand needs. In this instance, a 
fraction of the production is not going to be sold. Therefore, 
afterward, firms adjust by reducing production and start aiming at 
firing some employees. The unemployment surge reduces 
aggregate demand, and the usual mechanism of an economic crisis 
is set in motion. 

Seventh, and finally, excess savings can cause an economic 
crisis. In 1936, John Maynard Keynes outlined that householder’s 
propensity to save increases when the income _ increases. 
According to Keynes's theory, when the economy reaches a full 
employment stage, people start saving more and spending less, 
which leads the aggregate demand to a setback. So, because of it, 
the economy can never live longer under a full employment 
reality. In the 1990s, Christopher D. Carroll confirmed that 
consumer behavior is not linearly defined and rather changes 
according to both the income level and income uncertainty.” It is 


% See Carroll, C. D. (1997) Buffer-stock saving and the life cycle 
permanent income hypothesis. The quarterly Journal of Economics, 112 
(1), 1-55; Carroll, C. D., Hall, R. E., & Zeldes, S. P. (1992) The buffer-stock 
theory of saving: Some macroeconomic evidence. Brookings Papers on 
Economic Activity, 23 (2), 61-156; and Keynes, J. M. (1936) The general 
theory of employment, interest and money. Hertfordshire, England, 
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now known that consumption cannot be kept safe and steady in 
the economy. This means that when householders’ savings 
propensity increases, then aggregate demand diminishes, firms 
are hindered from selling all their production and start firing 
some employees while the unemployment surge leads to an 
additional aggregate demand decrease, and so on... 

The cause of an economic crisis, although always due to 
market unbalances, is not consensual.’ It is interesting to outline 
that, despite the data gathered on the subject, the cause of any 
economic crisis usually has advocates of disparate explanations. 
However, regardless of the trigger, the economic crisis is always 
powered by allowing unemployment to grow. When 
unemployment grows, aggregate demand decreases far further, 
and the run into the abyss begins. Hence, perhaps more important 
than looking for the cause, it is time to look at the fuel of any 
economic crisis. 


Wordsworth Editions Limited. 


3 See Backhouse, R. E. (2014) Economic Power and the financial 
machine: Competing conceptions of market failure in the Great 
Depression, History of Political Economy, 47, 99-126; and check out as 
well Kaufman, B. E. (2012) Wage theory, New Deal labor policy, and the 
Great Depression: were governments and unions to blame? /ndustrial 
and Labor Relations Review, 65 (3), 501-532. 


55 


56 


This page was intentionally left blank 


Economic balance 


Economic balance is another counter-intuitive concept. 
Because economic behavior seems to move along a path of 
consistent development, it is not easy to realize that the 
economies have never ever been in equilibrium so far. Moreover, 
embodied in the idea that an economic transaction is always the 
outcome of the agreement between two parties, it is difficult to 
spot that the large majority of current economic transactions 
occur under neither a fair relationship nor a free environment. 
Hence, a feeling of balance might be felt, but it is just an illusion. 

The fallacy consolidates because people engage in 
economic transactions even when are aware of being abused. For 
instance, if there is only one firm supplying electricity in a given 
country at huge monopolistic prices, people still buy energy from 
this firm, for there is no other option left. The same rationale 
applies to a vast multitude of products and services around the 
globe. It means that it is possible to offer more goods at lower 
prices. People are realizing it, but accepting the idea that they 
simply have to obey and either pay the asking price or quit 
consumption. Finally, under the economic environment the world 
lives in, it is mistakenly widespread the idea that opportunities 
are equal to everyone. This could only be true if a buyer could 
choose from a multitude of suppliers the best product or service 
at the better price, and the suppliers would never have to submit 
to a very small number of possible buyers. Besides, there are no 
equal opportunities regarding entrance in a given business, and 
building entry barriers to competition is a subject on every 
complete management course. Market balance demands freedom 
to engage in the best possible deal an economic agent can foresee. 
Yet, that kind of freedom has never existed so far. And abuses are 
still happening on a permanent basis. 
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Market balance means two things. Firstly, it means that, at 
current market prices, no producer wants to enter the market to 
sell additional units of that good or service at a lower price. 
Simultaneously, no buyer is willing to acquire one additional unit 
at a higher price. On the supply side, it means that the price is so 
low, that no one wants to enter the market and further pressuring 
the price down. Hence, suppliers are producing at the zero-profit 
level. On the demand side, for no one is willing to pay a dime for 
an additional unit of the good or service, it means that people have 
their needs completely satisfied given the cost of production of the 
consumed quantities. Secondly, it means that both consumers and 
producers are free to enter the market and evaluate the best 
possible deal from a plurality of business possibilities. Thus, 
market balance requires the existence of effective choice. 

It is, therefore, paramount to understand both why it has 
been impossible to consistently live in a properly balanced 
economy and what can be done to be successful. 

Concerning the money market, governments, central banks, 
or someone else on their behalf have always manipulated the 
amount of money in circulation in a given country. The interest 
rate at which money is lent to investors does not match the 
interest rate wished by householders to hand over their savings. 
Moreover, particularly in realities like the European Union where 
protectionism is a reality, not only householders would like to 
lend their savings at the interest rate credit is being granted, but 
also firms are unable to borrow any money to invest in some 
specific business sectors. Hence, both aggregate demand and 
aggregate supply are not free. There is no money market 
happening at all. The money market has never been balanced 
because there has always been someone controlling the money 
supply everywhere on our planet. 

The labor market is another permanently unbalanced 
market. One cause of disequilibrium is brought by employees. 
Employees fear that their purchasing power might be decreased if 
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employers decide to pay lower wages. Hence, they do not allow 
any wage reduction, even when it is the right decision to 
safeguard overall welfare. On the other hand, because available 
workers severely out-pass the number of available employers, the 
latter are powered to pay wages below the maximum amount they 
were willing to pay. This combination of fears leads employees, 
not only to refuse to accept any wage decrease but also to strongly 
fight against any employer’s firing attempt. Now, employers raise 
their fences by hiring fewer employees than they might be needed, 
because they do not know what the future brings, and they do not 
welcome the responsibility for an additional employee. The 
outcome of this tug of war is that both parties end up losing. 
Involuntary unemployment becomes a fact, while some firms hold 
themselves from hiring additional employees they even might 
need. The labor market remains unbalanced. 

Under this reality, the market for goods and services can 
only rest unbalanced as well. If investors are not free to acquire all 
the purchasing power they want in the money market, then a 
fraction of the economy’s aggregate demand is cut out. By the 
same token, this investor debility induces current market firms to 
easily engage in monopolistic practices. Accordingly, asking prices 
are higher than firms would be willing to sell while buyers would 
be willing to buy additional quantities in the market for goods and 
services at prices below the asking price, yet above the production 
cost. Moreover, due to the existence of involuntary 
unemployment, the aggregate demand is smaller. Thus, it 
precludes additional firms from foreseeing the opportunity to 
enter the market. Overall welfare is severely compromised in this 
weak economy. 

Economic balance requires a tweak in the institutional 
environment to grant economic agents both market freedom and 
stability. However, these desiderata require a lot of discernment 
in order to be achieved, for there are two main challenges to beat. 
Firstly, the aggregate demand is unstable. Now, we know both that 
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people save more when the income increases and that savings 
behavior changes according to the level of uncertainty faced by 
the economic agents. Secondly, those who have money control the 
opportunity to act, and that severely diminishes the room for 
private initiative to express itself. Building a stronger economic 
environment requires both boldness and competency from 
governors. 

Economic development depends on market balance because 
it is not possible to be sure of the direction of the economy when 
their markets can be manipulated. It is, therefore, clear that a 
number of goals need to be accomplished for a consistent 
economic balance. Specifically, those main goals are: 1) money 
supply must be the outcome of regular market activities and free 
from any manipulation whatsoever; 2) both wages and the 
number of working hours must be allowed to adjust according to 
market needs; and 3) free competition must be stimulated and 
guaranteed in all sectors of economic activity. It is thus crucial to 
identify the specific measures that governments can take to reach 
these goals and boost economic development. 
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Consistent development 


Consistent development depends on the capacity of the 
economy to provide a continuous welfare increase. Because the 
economy needs both supply and demand to move side by side, 
consistent development requires leaving no one_ behind. 
Otherwise, unbalances can trigger an economic crisis. Hence, 
consistent development demands society to take active care of 
every citizen’s interest. 

When interests are called into the analysis, goals are settled, 
and power relationships stand out. Power relationships are 
welcome, for power provides the safe ground that enables the 
decision-makers to actually reach a given goal. And, desirably, the 
end goal must be increasing overall welfare. 

Power relationships embody a hugely strong strand of 
opportunistic behavior. It is a matter of fact that firms engage in 
monopolistic practices whenever they can, employees practice 
social loafing at least once in a while, financial institutions 
withdraw money from the economy jeopardizing economic 
development, and politicians worldwide are often connected to 
reprehensible practices such as corruption and embezzlement. 
Hence, malpractices occur and negative opportunistic behavior is 
a reality. Conversely, there are firms engaging in corporate social 
responsibility practices, there are laborers who work hard and act 
responsibly, and there are politicians who raise proper political 
agendas. It becomes clear that the core of a successful economy is 
highly dependent on how the crucial power relationships interact 
to deliver a given level of welfare to the society. 

Opportunistic behavior needs to foster positive actions in 
the sense that it contributes to increasing overall welfare the 
more it is replicated. When macroeconomic interactions are 
considered, a number of institutional rules become effective in 
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driving economic agents’ behavior into positive grounds. This 
chapter addresses the measures for each macroeconomic market 
and explains them in detail by focusing on both why each specific 
rule is needed and how it works automatically. 


Needed measures to tweak the money market 

The prior chapter shows that money supply needs to 
emerge from regular market activities happening under a free 
environment. So, if freedom guides market behavior, then 
householders’ savings increase when entrepreneurs look for 
additional purchasing power to engage in new investments. The 
interest rate will go higher and the price of money results only 
from the meeting between supply and demand. In this economy, 
banks will act as intermediaries by handing the householder’s 
savings to the entrepreneur’s investment and taking a fee for the 
service. This is similar to a householder deciding to buy a number 
of a firm’s financial instruments, whether a stock or a bond. In any 
case, the householder’s savings refund depends on the firm’s 
market success. If this is so, the householder’s welfare is directly 
connected to the firm’s success. If the firm fails, the householder’s 
saving is lost because either the firm is unable to pay back the 
loan or the stock has lost value in the financial market. Either way, 
if the money supply is coming from regular market activities the 
failure of a firm jeopardizes neither financial institutions nor 
market balance. 

This result is somehow counter-intuitive because it seems 
to entail the loss of money. However, when a householder grants 
his or her savings to a business endeavor, the purchasing power 
provided by the savings is going to be used to buy some goods and 
services already produced in the economy. No money or value is 
lost in the economy. This means that the economy’s overall 
liquidity is being continuously used, and the interest rate becomes 
nothing more than an exchange between the householder’s 
purchasing power in the present for the firm’s purchasing power 
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in the future, which is necessarily attached to the firm’s expected 
revenues. If the investment fails, overall market equilibrium is not 
compromised. The financial system stays strong. The economy is 
good to keep moving forward. It is worth mentioning that this 
conclusion is bonded to the assumption that the householder 
accepts the risk. 

This first presented scenario of banks acting as a mere 
intermediary between householders and entrepreneurs assumes 
that opportunistic behavior is driven in a positive mode. For this 
outcome to be safe, it is necessary that the householder is 
previously aware that the return of his or her savings depends on 
the firm’s future success. It requires that householders choose 
consciously to put their savings on a risky investment. This 
cannot be a bank’s premise because, if so, a room for negative 
opportunistic behavior is created. If banks are allowed to lend 
new money just created out of thin air along with the 
householder’s savings, then the interest rate would be lower than 
what would have happened in a free money market. If the firm 
fails, banks lose nothing. But householders, more than just their 
savings, also lose the opportunity of getting a fair compensation 
on their savings, right from the beginning of this deal and 
regardless of how well it works. It is, therefore, mandatory that 
banks act with transparency towards both householders and 
firms, acting merely as a bridge joining together two economic 
actors. If no new money is created out of thin air by banks, then 
the interest rate surely results from the encounter between both 
money supply coming from savings and the firm’s money demand 
for new investments. By taking accepted risks, householders and 
investors are both contributing to secure a consistent economic 
development. 

Central banks, or other monetary authorities on their behalf, 
need to overlook banking activities to safeguard that no money, 
just created out of thin air, is mixed with householders’ savings 
when granting credit to firms. This way, when the investment fails 
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and the firm goes bankrupt, the firm’s assets are simply split 
between all its creditors. No harm results to the economy. 
Conversely, when the investment goes well, the interest rate is 
adequate to compensate householders for their saving efforts and 
risky financial decisions. If a free agreement was done between 
the parties, then the same applies to entrepreneurs as well. The 
central bank becomes the cornerstone that grounds the financial 
system’s credibility and acts as the defender of all economic 
agents. 

Ensuring that householders’ savings are lent to firms before 
the creation of new money is an important measure to grant that 
the economy moves forward, safely, and free from setbacks 
caused by the financial sector. 

By the same token, having in mind that an economic crisis 
must not be caused by the regular functioning of the financial 
system, the second measure requires central banks to safeguard 
that no money is created out of thin air to grant consumer credit. 
Not only this is the cause of growing inequality, but it opens a 
wide range of opportunities for banks’ negative opportunistic 
behavior as well. Consumer credit must be granted by using the 
householder’s savings only. Again, the granting of credit occurs 
with the intermediary action of banks. One more time, the 
economy’s overall liquidity allows an inter-temporal exchange of 
purchasing power between the householders who save in the 
present with those who will save in the future. The overall market 
balance remains safe at all times. 

This monetary system is slightly tweaked when comparing 
with what we have worldwide. Here, the householders’ money is 
completely safe. The only way for banks to go bankrupt is by 
having operating costs above their revenues. In this instance, the 
bank is shut down and the economic agents’ money is simply 
safeguarded by another bank that will provide regular financial 
services. Banks, like many other industries, will disappear if they 
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are not competent in their business; but economic agents’ money 
always rests safely. 

The above scenario assumes that savings are enough to 
propel economic development. But the economy may face some 
hardships if the firm’s investment depends on the householder’s 
savings only. In this case, some means of production must be first 
deployed to enable the economy to accumulate some savings. It, 
therefore, requires that some capital and know-how exist as a 
prerequisite to economic development to start from. Economic 
difficulties arise when householders’ savings are far below 
entrepreneurs’ liquidity needs. Consequently, the asking interest 
rate might be so high that no new investment can profitably 
happen. And, in this case, the economic development might be 
severely threatened. 

The solution to overcome this barrier is the creation of new 
money out of thin air, which is also called “empty money”, a term I 
will use from now on. By creating new money that competes with 
householders’ savings regarding the supplying of entrepreneurs 
with the purchasing power they need to enable their investment 
endeavors, banks allow firms’ new investments to know the light 
of the day. By doing this, banks create inflationary pressures in 
the economy, for the additional “empty money” is used to buy 
already produced goods and services. In the future, if the 
investment succeeds, more products at lower prices will be 
available. And economic development occurs. 

However, at the present, more money is available to buy the 
same quantities of goods and services. The average price 
increases in the market for goods and services. This means that 
every householder that does not have access to the new money 
just created is temporarily living worse off. He or she has the same 
wage, but the prices of the needed products have gone higher. 
Hence, each householder is forced to consume less using the same 
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income percentage as usual. This process is known as “forced 
savings.” * 

The inflationary pressures are a serious threat to consistent 
economic development. If the inflationary expectations become 
normalcy, then they can cause an economic crisis on their own if 
the climbing prices preclude the entire production from being 
sold, and firms start firing some employees, causing the aggregate 
demand to diminish. Hence, a number of fences need to be raised 
to build consistent economic development. 

Essentially, there are three measures of caution needed. 
First, the creation of “empty money” by banks can only happen 
when householders’ savings are not enough. Second, the creation 
of “empty money” cannot cause inflation above 5%.’° And third, 
collateral must not be allowed to be part of any financial contract. 
These measures channel economic agents’ behavior into a positive 
mode. It is therefore important to understand why it is so. 

If the creation of “empty money” is going to happen only 
when householders’ savings are insufficient to the entrepreneur's 
needs, then banks must have a stimulus to do so. This requires 
banks to engage in a partnership with entrepreneurs. This way, 
banks, and entrepreneurs agree on the terms of their business 


™ Regarding the ‘forced savings’ mechanism, Joseph A. Schumpeter (see 
Schumpeter, J. A. (1934) The theory of economic development. 
Cambridge, Mass.: Harvard University; p. 109) wrote: “if I am not 
mistaken it was von Mises [Ludwig von Mises (1881-1973), an Austrian 
economist] who coined the extremely happy expression ‘forced savings’ for 
this process.” 


'S There are studies confirming that small inflation does not represent a 
menace to economic development. The safety threshold seems to stand 
at the 5% level. See Alvarez, F., Beraja, M., Gonzalez-Rozada, M., & 
Neumayer, P. A. (2019) From hyperinflation to stable prices: Argentina’s 
evidence on menu cost models. The Quarterly Journal of Economics, 134 
(1), 451-505 DOI 10.1093/qje/qjy022 
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deal fully aware that, if the endeavor goes wrong, the firm 
answers with its own assets before the creditors, but the bank is 
seen as another firm’s associate. It means that all banks are 
treated as firm owners. This is accomplished by ensuring that 
firms will not provide collateral to banks at all. The measure 
ensures that the bank prefers to grab a safe and immediate fee 
earned by engaging in a completely safe intermediary transaction 
between householder’s savings and entrepreneur’s liquidity needs 
rather than risking a limited “empty money” opportunity. So 
banks lend householders’ savings first and create “empty money” 
only when all householders’ savings have already been lent. 
Opportunistic behavior is channeled to foster overall welfare. 

The creation of “empty money” cannot set up too much 
inflationary pressure. Hence, the government, or the central bank 
authorities on its behalf, need to superintend the evolution of the 
economy’s price index and hinder banks from creating additional 
“empty money” when the safe limits are reached. We know now 
that, below an inflation figure of 5%, economic agents do not 
anticipate the continuous increase of prices. Hence, economic 
stability is granted while simultaneously safeguarding that 
development is boosted to its full potential. 

The impossibility of having banks enjoying collateral brings 
a few more positive points to the regular functioning of the 
economy. First, when the aggregate demand shrinks due to 
consumer behavior or investment slow down, some good firms 
may need to restructure their financial plans. Without collateral, 
banks may be willing to consider the financial restructuring 
proposed by firms; with collateral, banks might be interested in 
getting their hand on cheap assets, forcing the firm to become 
insolvent. Second, when banks are considering the possibility of 
lending money to a firm, they will be strictly focused on the 
quality of the investment project. Given that “empty money” 
creation cannot pursuit indefinitely, and is actively controlled by 
the central bank to prevent inflationary pressures, banks cannot 
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engage in personal favoring processes because that practice 
jeopardizes the bank’s own survival. Hence, positive opportunistic 
behavior is strongly stimulated by these measures. 

We can never forget that opportunism can always be 
channeled into either a positive or a negative path. And it will be 
so according to the stimulus received by the institutional 
environment. 


Needed measures to tweak the labor market 

The analysis of any economic crisis shows that the running 
into the abyss is always sped up by allowing unemployment to 
grow. Unemployment allowance happens because, intuitively, 
governments understand that some firms are unable to get the 
same revenues as before, and this reality pressures them to 
reduce operating costs. Consequently, these firms need to fire 
some employees, and the measure seems to be good. It is better to 
lose a few workplaces rather than losing the entire company. 
Hence, the intuition regarding the needed reduction of operating 
costs helps these firms and must be encouraged. However, 
counter-intuitively, the surge in unemployment is a threat to the 
overall welfare and must not be allowed. This situation poses a 
problem that our weak economies have not been able to solve yet. 

On one hand, it is clear that firms need to be able to adapt 
their operating costs when the circumstances dictate so. 
Moreover, it is desirable that firms’ fixed costs be as low as 
possible to enable them to produce according to market needs, 
with no waste at all. On the other hand, it is plain as well that, by 
firing employees, firms are causing aggregate demand to shrink 
which, itself, fosters further decreases in purchasing power that 
will become stressful to firms and spurs more unemployment... 
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Summing up, the solution requires the reduction of the operating 
cost coupled with the prevention of the unemployment surge.”° 

The solution lies in granting full employment on a 
permanent basis, but wages must be allowed to decrease 
according to market needs. This way, firms will adjust downward 
their operating costs whenever they need while the aggregate 
demand is always kept as strong as possible. This solution 
requires social dialog to be at the forefront of a successful 
economy. 


Needed measures to tweak the market for goods and 
services 

The development of the market for goods and services 
requires that more products at lower prices keep coming available 
on a consistent basis. Overall welfare improves if firms are 
allowed to enter the market at will, leaving the private initiative to 
detect where the opportunities are while exploited them at full 
potential. Hence, this goal carts one simple measure: free 
competition must be at the forefront of every economic sector. 

Despite easy to say, it is so damn difficult to do. Firms 
engage in a multitude of practices to prevent new competition 
from coming in. One of these is a particular kind of political 
activity, known as lobbying. Lobbies come from disparate sectors 
of economic activity such as health care, either through 
pharmaceuticals or physician’s associations, legal associations, 
games and sport betting companies, the energy sector, financial 
institutions, and the more diverse unions, firm associations, and 
so on... Everyone wants to grab the biggest slice of the pie. 
Everyone wants to live at the expense of others if the opportunity 


© Worldwide, it is easily established an evidence that the 
economies with the lowest levels of unemployment exhibit the 
highest standards of economic development. 
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is there. If we all follow this sort of guideline consistently, what 
overall improvement can we reach? Opportunistic behavior is 
often driven on the negative side... 


The combined effect of these measures across time 

It is, therefore, paramount to realize that consistent 
development is jeopardized because negative opportunistic 
behavior is embraced by society. An economic crisis is nothing 
else but the outcome of the economic agents’ fear and greed set 
free. In our current institutional environment, the discovery and 
use of novelties enable society to produce more at a lower cost 
and foster economic development, but their effectiveness in 
delivering overall welfare is severely restrained. 

Figure 9 shows that the economy usually evolves by 
economic cycles which present a positive trend in the long run. 
However, when moving from point ‘A’ to point ‘B,’ if the economy 
can disregard the negative portion of the economic cycle, then not 
only the economy reaches faster the level of welfare given by ‘B,’ 
but it will reach higher during the same time frame as well. By 
allowing economic crises to happen, governments are dooming 
their own people to underdevelopment. The importance of these 
measures’ combined effects stands out for the way they foster 
overall positive opportunistic behavior. 

By conditioning the creation of “empty money” to fund 
investment projects only, society is safeguarding that money 
creation is used to increase competition in both the market for 
goods and services and the labor market. Moreover, this measure 
induces banks to lend householders savings first, before resorting 
to the creation of “empty money.” Hence, this measure adds value 
to householders’ savings and contributes to keeping the money 
market in equilibrium. This providence also ensures that banks 
can go bankrupt similar to what happens to any private firm, 
causing no damage to the economy. Additionally, it enhances 
banks’ interest in safeguarding the competitive environment in 
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the market for goods and services because they will be better the 
higher the room given for private initiative to take place. Hence, 
banks will be acting to foster both money market balance and the 
equilibrium in the market for goods and services. Banks will be 
lobbying the government according to the general interest of the 
society. 


Figure 9: The usual economic cycle versus the possible one 
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Source: Author’s own creation 


By removing the possibility of using collateral in financial 
contracts, society induces both banks and firms to increase 
honesty and responsibility toward each other. Moreover, by 
treating the bank as a business associate, particularly because the 
bank is really just one more participant in the firm’s capital, 
society ensures that the firm will become insolvent only if there is 
no business feasibility at all. Hence, both employment stability 
and labor productivity are safeguarded. 

By enacting a full-employment economy, society raises a 
strong fence against any economic crisis. Accordingly, aggregate 
demand is kept standing still enabling firms to operate at full 
potential. Moreover, because unemployment is not allowed, the 
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firms will actively compete for the best employees, not only to get 
them from competitors but also to keep their own best. Wages will 
climb until firms reach the zero-profit level. This effect boosts 
governments’ tax revenue everywhere. Currently, personal 
income tax accounts for more than 60% of total tax revenue for 
the majority of the world economies. Hence, in the first moment, 
governments will hugely raise their fiscal revenue without 
jeopardizing their people’s welfare. Afterward, they will be able to 
safely reduce their tax burden on the economy. If personal income 
increases, householders’ savings increase, and firms will have 
more money available at market interest rates. Under this 
institutional environment, economic agents’ decisions are 
immediately taken by the market, according to society's needs, 
and not guided by a single person’s interest only. The decision- 
making process occurs free from non-market interference while 
the replication of the economic agents’ actions consistently 
contributes to increasing overall welfare. These measures are 
useful by themselves and boost economic development at full 
potential when put together. 

When these measures are combined there is no need to 
foster economic development using any kind of manipulation 
whatsoever. The three macroeconomic markets always remain 
balanced. When freedom and the healthy control of society 
combine, economic development stays consistent across time. 
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Freedom and economic 
control 


Freedom and control are two concepts that sometimes go 
on a collision course. However, the core of a successful economy is 
one that extols people’s freedom to act without losing control. 
That is, people are foster to act freely, and the replication of their 
actions by others contributes to further increase their own well- 
being. Control is needed, not to raise boundaries into people’s 
freedom but rather to prevent freedom from being taken away. 

Stimulating the economic agents to act freely in every 
market requires a very precise set of rules. Under this institutional 
set, the society can boost economic development to levels never 
seen before. It means that the economies that adopt these 
measures first will soon gain competitive capacity and natural 
economic supremacy. Those that do not adopt these measures will 
end up behind. Thus, rejecting the herein proposal carts a 
significant cost to society. 

In economic terms, rules and regulations must apply to 
safeguard positive opportunistic behavior in two ways: by 
inducing employers and employees to dedicate their best efforts 
to productive activities; and to increase the opportunity cost of 
negative opportunistic behavior. The current economic structure, 
raised around the world, does not provide protection against 
negative opportunistic behavior for a wide range of negative 
actions are induced rather than prevented. This is so because 
there is a worrisome lack of control of society over the individual 
interest of some persons who enjoy immeasurable power. 
Monopolistic actions, bribery, political ties, lobbying, control over 
the money supply, raising entry barriers, and so on, all constitute 
examples of the market and non-market activities that society 
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allows to evolve against the overall welfare. These actions are 
meant to provide an advantage to someone detrimentally to 
overall welfare. Society is responsible for this state of affairs. The 
government is not the one to blame when socially imposed rules 
are more powerful. 

Freedom to act requires having a choice. Currently, if an 
employee detects that his or her employer is breaking the law, 
then he or she will likely do nothing, for the employee’s survival 
depends on that job. If society ensures a full-employment reality, 
then, in this instance, the employee is set free to reject being an 
employer accomplice. This kind of employer will soon be alone. 
Immediately, society increases its overall safety. 

Conversely, regarding the labor market, conceding freedom 
to act to employers is mandatory. That is, employers must be 
allowed to fire employees at will, to keep their best, to negotiate 
with them their working schedules, to negotiate with them the 
hourly wage, and so on. This way, employers will surely 
compensate their best employees and get rid of the bad ones. By 
the same token, employees need to be free too. Free to abandoned 
bad employers and to move on into a new employer or into an 
entrepreneur’s career. Free to choose a different professional path 
if find it suitable. Free to look for the best expression of his or her 
talents and competencies. Again, freedom of choice is a must. 

Entrepreneurs need to be free to enter the market of their 
choice. Entrepreneurs need to be able to fund their investment 
projects. Banks need to be free to support the business projects 
they consider the best and to be free from centrally imposed 
restrictions focusing on _ protectionist practices. A _ free 
environment is what provides control to society. 

It is not possible to aim at a free and safe environment 
without safeguarding that negative opportunistic behavior is not 
rewarded. When a given legal setup is enacted the idealized 
environment may not translate into reality if any economic agent 
can get a gain by breaking the law. A common example of this is a 


74 


producer of canned food using forbidden additives that are 
harmful to human health but that lower production costs. In this 
case, local sanitary authorities are usually created to both auditing 
the actions of canned food producers and protecting the interest 
of the entire society. However, if society deploys a top-down 
organization then someone is controlling the decision-making 
process within the sanitary authority. Hence, it is possible to 
control the effectiveness of the auditors’ actions by bribing the 
right person in the sanitary authority. This threat puts in peril the 
safety of the entire society. Similar concerns apply in regards to 
any kind of authority that a government may raise to protect 
society. The world is full of many resembling situations where 
negative opportunistic behavior is sadly rewarded. 

Often, it is thus plain that neither society is safe against 
negative opportunistic behavior nor the government has the 
power to solve all the issues faced by society. The solution for this 
kind of trouble was brought out by blockchain technology. 
Blockchain technology ensures that a digital transaction is 
checked by a wide network of computer systems on the 
blockchain before it is authorized to take place. By the same token, 
just like the blockchain technology does and picking the example 
given above of the canned food problem, the entire society would 
be safer if the sanitary authority, instead of one single decision- 
center, is widespread by a multitude of auditors. For instance, this 
effect can be accomplished if all canned food producers take a 
blind analysis of the canned food sold in the market, and publicly 
disclose its result. “Blind analysis” means that the food is 
analyzed without the tester knowing who produces it. In this 
instance, governments just need to safeguard that effective 
anonymity occurs when the “blind analysis” is performed by 
auditors. 

Some people may argue that this proposal would account 
for a huge increase in firms’ production costs. However, this is not 
true. The cost of giving room for negative opportunistic behavior 
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to happen is the one that must scare society. Losing the freedom 
to act brings a huge economic cost that is not even slightly 
comparable to the effort that society needs to do to make sure that 
freedom is perpetuated across time. A quick look at both Figure 6 
and Figure 9 highlights how important it is that society might be 
free to engage in all economic activities people feel like. 

Governments, in turn, need to be free to engage in the public 
endeavors of their choice. Nowadays they are unable to properly 
fund all their desired activities. When a country needs to import a 
given technology, it is forced to increase its public debt towards a 
bank that simply creates new money out of thin air. This “empty 
money” is likely going to be paid back in the future with the tax 
revenues collected from the people. Currently, if there is no public 
debt increase, there is no government freedom to act. However, if 
two governments choose to abide by the herein proposed set of 
rules, those two countries might open their borders and mutually 
enjoy the stronger economic development that a healthy economy 
can deliver. The governments who choose to do so will hand over 
both freedom and control to their societies. 

Private ownership usually relates positively to economic 
development, yet it can be a misused tool. Safeguarding private 
ownership is a good institutional rule to enable private initiative, 
but it is not enough in itself. It needs to be complemented with 
both freedom to enter the markets and a balanced money market. 
Currently, this is not what happens in the world economies. 
Governments are powerless to induce market freedom. Control is 
given to ownership, freedoms are threatened, and owners fight 
among themselves to own more! The irony is that, despite being 
aware of it, society is now conceding the control of overall welfare 
to a very limited number of human beings who control the money 
supply, and who were not chosen by the people to do so. 
Consequently, freedoms are easily taken away, and people 
jeopardize being submitted into a single person’s will. 
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Progress is about using knowledge to solve problems. 
Nowadays the humanity faces chronic troubles regarding the 
economic crisis, growing inequality, and poverty. Herein, it is 
explained why it is so and how it can be solved worldwide. 
However, this solution might create a new problem regarding how 
those few persons in power will react to perpetuate their 
kingdom. As it is posed above, those who control the money 
supply control overall welfare as well. That is why, rather than by 
economic outcomes, politicians can only be blamed by the political 
agendas they bring out publicly. And these depend on what they 
think better suits either their electorate or themselves. So 
consistent progress is, indeed, a challenge, but society can still 
hold its reins. 
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Ideology matters 


It is of the most crucial importance to realize that ideology 
has more power than science. In 1962, Arthur Okun analyzed the 
United States quarterly data from 1942:2 to 1960:4 and proved 
that for each 0.3% decrease in unemployment, the output grew by 
1%. Despite the evidence that reducing unemployment leads to 
triple GDP growth, the fact is that both politicians and economists 
have chosen to look at the relationship the other way around; as if 
the only option for society to build economic growth was by firstly 
increasing investment to get employment growth afterward. 
Arthur Okun did analyze the relationship in both directions.’” 
However, society chose to forget one side. Unemployment is still 
allowed today. And this is not science. This is mere ideology. 
Science would explore the two possibilities to come out with a 
certain conclusion on what is really better for everyone. But 
ideology took the lead. Hence, it is fair to assume that ideology has 
a lot of power. 

This work is based on the assumption that opportunistic 
behavior can be either negative or positive. It can hardly be 
refutable that it is so. There are numerous studies regarding 
economics and management subjects that analyzed the chosen 
behaviorist path under specific institutional environments and 
conclude on their range of effectiveness.'® The core of a successful 


7 See Porras-Arena, M. S., & Martin-Roman, A. L. (2018). Self-employment 
and the Okun’s Law. Economic Modelling, 77, 253-265. 


8 For instance, see Peng, M. W. (2003) “Institutional transitions and 
strategic choices,” Academy of Management Review, 19 (2-3), 251-267; 
and Montalbano, P. (2011) “Trade openness and developing countries’ 
vulnerability: concepts, misconceptions, and directions for research,” 
World Development, 39 (9), 1489-1502. 
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economy rests on channeling opportunistic behavior into a 
positive strand. This success consolidates by increasing society's 
capacity to consistently deliver more products at lower prices; 
where leisure, health, and happiness are goods to consider. The 
country that adopts this set of measures will soon be able to 
increase exports because its products will become more 
competitive in the global marketplace. Hence, with time, this 
country gains economic supremacy. 

Ideology matters. Ideology spurs individuals to change the 
environment and create the targeted institutional reality. If 
individuals pursuit the ideal of submitting others to their will, 
then they will mainly adopt competitive behaviors and end up 
playing the tug of war games that consistently leads society to face 
economic cycles. If individuals pursuit the ideal of contributing to 
overall welfare, then they will make a difference by putting their 
talents and best efforts into work while extolling freedom and 
macroeconomic market balance. They will set up their economies 
into a steady positive trend across time. 

If a person is alive, then he or she is doing something. The 
person can be engaged in either productive or unproductive 
activities. If a person is devoted to non-productive activities only, 
then he or she must be living at the expense of someone else. He 
or she is stealing, begging for, or simply accepting someone’s help. 
Either way, this person’s self-dignity is put in question. And 
society is shamefully submitting a fraction of its members to this 
undignified destiny. 

There is a tremendous reason for unemployment to persist 
across time.’’ Society does not seem to care about it. Nonetheless, 


The literature provides plenty of empirical data, statistical data, 
academic studies and mathematical analysis showing that a full- 
employment economy is desirable. See Rodrigues, J. C. (2019) Full 
employment in our global village. ISBN 9781687576514. 
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if society wants to, it is perfectly possible to grant employment to 
everyone. If a country has a 10% unemployment level then it is 
always possible to divide the available working hours by 1.1 and 
secure the same level of production but under a full-employment 
reality. And the same is true whatever the unemployment 
percentage to be taken care of. The moment that this happens, 
every person will have to work hard to earn his or her share of 
total production. Entrepreneurs, employees, bankers, and 
politicians, all will be looking to use their talents, knowledge, and 
skills in the best possible way. They all will be taking his or her 
well-deserved salary from the total output. We will be living in a 
zero-profit economy. Capital will not be overcompensated 
anymore,” and householders’ savings retrieve their value. 
Ownership, by itself, will worth it by its productive capacity only, 
and not by its rent ability. So, rather than scientific, the reason for 
unemployment to persist is totally ideological. 

The crisis fostered by the pandemic situation all over the 
world brought a bunch of curious measures that outline the ideal 
that drives our society. Around the world, many small businesses 
were forced to lock down and standstill. Hence, restaurants, 
clothes stores, stationery, cleaning services, and so many other 
similar businesses were forced to give up their revenues while 
having to keep paying taxes and rents, to both the government 
and either direct or indirect property owners. Where can the ideal 
of overpowering through ownership lead the world society? Can 
we still choose between having a rich and prosperous world 
society, or having a miserable and shaming human environment, 
where a few own it all but live in disgrace as well? 

Across history, every society had always exhibited a 
core number of ideals upon which their members lived by. 
These ideals are often concomitantly inconsistent. But ideals 


0 See Piketty, T (2017) Capital in the Twenty-First Century. Harvard 
University Press. Cambridge, Mass., United States. 
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matter. Global ideals of freedom had their inception after the 
World War Two. The Universal Declaration of Human Rights was 
proclaimed by the United Nations General Assembly in Paris on 10 
December 1948. However, just like the world has already realized 
given the widespread pandemic measures, ideals mean nothing 
without action plans that pull them through. The Universal 
Declaration of Human Rights, in its Article 1 says that “all human 
beings are born free and equal in dignity and rights.” In Article 23 it 
is stated that “everyone has the right to work, to free choice of 
employment, to just and favourable conditions of work and to 
protection against unemployment.” Article 1 and Article 23 are not 
properly tuned with each other or with the United Nations 
motto.”' The irony is that, until now, the world society has always 
been inconsistent. 

Indeed, the irony rests on the fact that one out of two 
possible changes is absolutely mandatory to reach consistency. On 
one hand, the United Nations may tweak Article 1 following the 
guidelines handed by Article 23. In this case, a new proposal for 
Article 1 might be something like “all humans are born free and 
equal in dignity and rights, and have right to protection in case of 
slavery.” Or, on the other hand, the United Nations may embrace a 
proposal for a new Article 23 following the guidelines of Article 1, 
and proclaiming something like “everyone has the right to work, to 
free choice of employment, to just and favourable conditions of 
work.” With or without the change, the irony helps to highlight 
that, step by step, evolution happens! 

An ideal of freedom, happiness, and respect is yet to be 
pursued. 


*1 The United Nations current slogan is “peace, dignity and equality on a 
healthy planet.” 


82 


The influential ordinary citizen 


It is time to realize that the economy is not organized to 
provide the best possible level of welfare to the society. When we 
compete, we engage in a win-lose transaction where overall 
welfare cannot improve. When we cooperate, we engage in a win- 
win transaction where overall welfare improves. Cooperation 
requires that positive opportunistic behavior is the norm. 
Cooperation is at the core of a successful economy. It is, therefore, 
required that society embraces social dialogue to restructure the 
economy. 

The time for governments to be left alone solving this mess 
is over. As we have seen in prior chapters, governments are just a 
small piece of the economic engine. They are powerless to prevent 
an economic crisis under the current economic structure. They are 
powerless to change anything unless society provides them the 
needed strength to do so. Every government needs the support of 
ordinary citizens. 

It is now clear how competitive and cooperative behaviors 
interact to deliver a given level of welfare to the community. 
Society needs to make sure that full freedom for all its members is 
secure. Counter-intuitively, the majority of the countries around 
the globe feel threatened with this idea, for people often hold 
strong beliefs that others mean to harm them somehow. And, 
more often than not, competitive sparks risk ruining any of the 
most welcome cooperative intentions. 

It is, therefore, important to understand how the 
community can continuously ensure that humans’ opportunistic 
behavior is channeled to produce positive outcomes. However, 
that means securing that macroeconomic markets rest free from 
human manipulation. That, in turn, means that a number of 
functioning rules must be enacted in the economy. Hence, those 
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who hold insane arbitrary power to control the money supply and 
to submit others into their will, surely oppose the herein proposal. 

The current economic structure does not provide society 
with control over its future. Moreover, current active rules 
consistently foster negative opportunistic behavior. Consequently, 
economic crises, poverty increases, consistent underdevelopment, 
and the growth of the rich-poor inequality gap, remain. All these 
issues are going to persist unless each and every citizen helps 
their governments to put an end to this state of affairs. 

Each citizen is important because it provides a crucial 
contribution to social dialog. Social dialog starts well before 
unions meet with the employers’ representatives. Social dialog 
starts at the everyday conversations about what measures must 
be taken to improve overall welfare. Now, for a change, employers 
and employees need to take care of each other, rather than just 
looking at their own belly button. Together, surely they will make 
a difference. 
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Epilogue 


This proposal follows the deep explanation given in the 
book “Full employment in our global village.” It is the outcome of 
some requests that asked for a shorter and simpler explanation of 
how to tweak the economic environment to boost development. 
Some people want to understand how it is possible to eradicate 
poverty, economic crisis, and inequality from the surface of our 
planet. Others ask for a plain and straightforward vision on why it 
works and how it can be done. I did my best to meet their 
requests. 

At first sight, the measures proposed above will likely be 
unanimously rejected across the entire society. Employers will 
reject it for they fear having to grant a full-employment economy 
while they do not understand how it can be done without 
worsening their living conditions. Employees will reject it for they 
fear the idea that employers might fire them at will and they do 
not realize that wages will climb under a full-employment 
economy. Governments will consider it absurd, for both 
employers and employees will speak against these measures. So, 
politically, it will be advisable to forget about it. And banks, 
especially the big ones, will speak against these measures because 
they want to retain full power regarding the creation of money. No 
one, at first sight, will ever easily accept new rules that seem to 
take away their powers. But employers, employees, governments, 
and small banks, all will conquer both freedom to act and 
responsibility for their actions. Only those who control the money 
supply will lose their immeasurable power. However, apart from 
the oppressors, the remaining society is unaware of what is 
missing by perpetuating a weak economy. 

This work constitutes an effort to put in simple words the 
knowledge compiled in hundreds of academic articles, books, 
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empirical, and analytical analyses, all aiming at finding the 
grounds for economic development and consistent overall 
welfare. Economics is often accused of acting like an ostrich with 
its head in the sand, focused on its theoretical models, so far away 
from reality. Moreover, perhaps for too long, ideology and 
psychology have been forgotten by economics like they did not 
impact economic behavior. Ideology is herein treated as 
something to think about, rather than a religion to blindly submit 
to. Honestly, I do not know if society will ever be able to embrace 
this proposal. For the sake of future generations, deep in my heart, 
I hope they can understand where they are while choosing to live 
a happy and meaningful life. 
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“Even if you are a minority of one, the truth is the truth.” 
Mahatma Gandhi 
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